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Prophet sharing

Peter Drucker pontificates about the world
BEYOND the information revolution.

BY MARK WILLIAMS

ETER DRUCKER is go, For
s1x decades, he has advised the
heads of corporations and gov-
ernments. He is modest about
it all, remembering legendary
hgures like IBM's founder Thomas ).
Watson Sr. as friends. Once, after he told
us something remarkable, we asked
whether some historan we mught read
could tell us more. “No,” he t‘r\.pnmit‘d in
his measured, gravelly, Viennese-
accented tones, “| am the single survivor
of that commuission of Mr, Eisenhower’s,”
What he had told us was that a project to
establish universal health care had been
suggested in the "sos, but the United Auto
Workers urmion had blocked . When
comtacted, UAW officials gr wased that
Mr. Drucker was an “exalted curmud-
geon,” yet didn’t deny his claim outright.
Mr. Drucker lives in a maddle-class
home in Claremont, a Los Angeles sub-
urb, donating much of the money from
his books, lectures, and consulting to
charity. Wearing a blue blazer, sharply
pressed trousers, and a red tie, he ushered
us in when we rang. Nowadays he leans
on a cane to get around. Still, he main-
tains a vigorous pace: writing, teaching
five days a week at Claremont Graduate
University, and preparing online man-
agement courses for Corpedia Training
Technologies,
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Privatization, outsourcing, man-
agement theory, knowledge workers,
and the knowledge economy are con-
cepts Mr. Drucker originated. They've
changed both the past and the present,
But while ranging over a variety of
topics—from Bill Gartes's disgruntled

Nothing 1s mo
dangerous than profil
sharing, stock options

and such that don’l
meet expeciaohons

ex-employees to Franz Kafka inventing
the safety helmet—we knew that Mr.
Drucker had been thinking hard about
the future: the world beyond the infor-
mation revolution. We steered him to-
ward that, His answers, we believe, will
startle you.

You've said that giving knowledge
workers stock options amounts to nothing
more than bribing them with a currency that

REDHERRING.COM ___

[ For ks o oddtwonal resowces on Leod ores. see

will have diminished value after the stoch
marhet boom subsides. It won't work, you v
clarmed.

| told some of my friends and clients
five Yars ago that we've plrnl'y uf-r:up-r
rience with this, especially if you've been
around as long as | have. Financial incen:
tives don't prevent pt'uplr from leau-tng.
They motivate people to leave, because
the moment Ilu:\_.' can get that bonus o
exercise those options, then the immeds
ate financial gain becomes their only
MOLIvVation.,

Companies that have gone in most
for these things have had the greatest
taurnover. |BM once had the largest
alumm association in the world. No
longer. It's incredible the number of ex-
Microsoft people ['ve encountered
Furthermore, those two alumm associa
tons which were the ]Jrgt‘ﬂ — Procter &
Gamble and IBM—those alumni lov
their ex<« Om panies. M rosoft .ihn‘l‘lltr
hate Microsoft. Precisely because they
feel the one thing it offered them was
money and not...well, they resent that all
the publicity goes to the top people, 10
one top man, and they don't get recogm
tion. Also, they feel the value system is
entirely financial, and they see them
selves as professionals. Maybe not scien
tists, but applied scientists. So their value
system is different.

Hﬂ'rntly. | h|u1|u' with a high-tni:
company |'ve seen grow over 50 years
from babyhood into a big company—
we're talking about s10 billion in sales. |
was there for one day, but for two weeks
this meeting of senior management was
focused on holding knowledge people
Their turnover rate—they're not in Sili
con Valley—had become frightening
Hefore this meeting, they did something
I'd \uggrﬂrd- '”‘w}r WEent 10 Senior re

| v radherring comv/mog/9 ! flead. Mm| o' searchers and rtechnical staft who'd left
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e-commerce impact may be in higher
education and health care. It makes pos
sible a rational restructuring of health
care. Eighty percent of demands in
health care require only a nurse
practinioner. What she needs to know is
when to refer a patient 1o a lriw*-.h Lan,

which L;t}.;rlv noOw Can become a matter

The idea American
health care i1s In
particularly bad shape
s nonsense. They're
all in total disarray.’

of using information technology

I've worked with hospitals which
are the only ones within 300 miles. It's in
crechible what a ditterence informaton
technology has made 1o them. Take
Grand Junction, Colorado, with 26000
inhabitants. The only sizable city within
o0 miles is Salt Lake ( Ay Now Grand
Junction’s hospital can make a diagnosis
of a patient which l'wrtn;:\ in the Univer
sity of Colorado medical school in Den-
ver and whatever medical school Sale

Lake City has. That answers that small

AN

hospital’s basic problem, which was that
they couldn™t build their own specialist
center.

Was this that hospital’s only problem?
Could it even be profitable, grven that area’s
F‘ltpuLHlur‘. Ii'“l;h.r.r

\I.I\'l. may +1-ﬂ.lh.. ol ”'I‘”H In l"l Lﬂlil "'lr
whom GUrand Junction represents thy
nearest decent hospatal, ['ve worked with
a consormmuam of 25 such hnn;u',;;n, Lrom
West Virginia to Oregon. Information
technology can make them the equiva
lrnl nf | hty_-t'ny LNIVersity h:wpn.u'.
WIIh that patiend with convulsions and
vertigo that nobody in Grand Junction
can diagnose, for example, now the doc-
tor says, this may be a thyroid problem
and we'll talk to Salt Lake City. The spe
cialist in Salt Lake City diagnoses a cyst
on the thyrosd pressing the carotid—this
was an actual case—and says, ‘I've done
some of those, but my colleague in Den
ver is better. Helicopter him there.' Three
d.l'_vx |.llr1_ thr p.ilirni s h.uL n l}r.nml
Iuni"llnﬂ,

Thus, in health care, information
T hl‘lnlug\r h.l\ .ilﬁ‘.h"h' 111,1-.1-' A *-.I'f"'HIHli\
impact. In education, its impact will be
greater. However, attempts to put ord:
nary college courses on the Internet are a
l'f‘ll'\l.lkt‘ \1.ITH*I.I” 'Vil I '.:il.ll‘r Was Corredct

The medium not only controls how
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things are communicated, but what
things are communicated. On the Web,
you must do it differently.

How so

You must redesign everything.
Firstly, you must hold students’ atten-
tion. Any good teacher has a radar sys-
tem 1o get the class’s reaction, but you
don't have that online, Secondly, you
must enable students 1o do what they
cannot n a college course, which is go
back and forth. So online you must com-
bine a book's qualities with a course’s
continuty and flow. Above all, you must
put it in a context. In a college course, the
college provides the context. In that on-
line course you turn on at home, the
course must provide the background, the
context, the references.

What about online education’s poten-
tial in the developing world? For example,
the Indian government has begun a program
to put an online PC in cach village for
education,

My prejudices show. In the carly
wyos, President Truman sent me o

Brazil 10 persuade the government
there that with the new technology, we

Mandarin. You have the country unified
not only by script, but by language. It's
still only 70 percent. But it was 30 when
Mao came in,

We can make the new technology
available 1o the remotest village in the
Amazon. The obstacles are, first, enor-
mous resistance by teachers, who see
themselves threatened. Secondly, it 1sn't
true that you've support for education in
every third world country. | worked
hard in Colombia and helped found the
Universidad del Valle in Cali. We had a
very difficult time in those small coffee-
growing towns because parents ex-
pected children 10 be st work in the
fields ar age 1.

In India that's a great problem.
Moreover, schools are an equalizing
force. That's a tremendous obstacle in
Indian provinces like Orissa, say, where
the upper castes would bitterly fight ad-
mission of lower-class children.

Let's return to health care. Some people
insist that market forces can be a cure-all for
LS. health care. Given situations like these
rural hospitals where little opportunity for
profit exists, is that true?

‘I, with my clients, go on a simple assumphon:
you cannot survive as a manufacturing
company. You must become a knowledge
company based on distribution.’

could wipe out illiteracy in hve years at
no cost, The Brazilian teachers” union
sabotaged it. We have possessed the
technology to eliminate illiteracy for a
long time.

Let me point out that the one grear
achievement of Mao's government was
to eliminate illiteracy in China. Not by
means of a new technology, but a very
old one: the student who has learned 1o
read teaches the next one. Teachers have
obstructed this everywhere because n
threatens their monopoly. Yet older stu-
dents teaching younger students is the
quickest way. It's what the Chinese have
done. For the hirst time the great major-
ity of Chinese understand and can speak

Tos RED HERRING -

No. Market forces cannot be the
cure-all for health care. | always put my
cards on the table. | have been the con-
sultant to two major natwonal health care
systems. One for 50 years, one for 3o, The
idea that American health care is in par-
ticularly bad shape 1s nonsense. They're
all in 1otal disarray. The reason s that
they're based on the facts of woo. The
worst is either the German or the Japan-
ese. As | said, 8o percent of demands on
a health care system are routine problems
a nurse-practitioner can handle. You face
two issues with a nurse-practitioner.
First, you must ensure she doesn’t go be-

yond her competence, so you emphasize
she should over refer to the medical cen
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ter, not under-refer. The second problem
is that a nurse-practitioner doesn’t have
the authority to change anybody's
hifestyle. For 3,000 years we've built the
mystique of the MD. When the doctor
says you must lose 15 pounds, and the
nurse-practitioner says it, you hear some
thing different.

Then there's the 20 percent of health
care which requires modern medicine.
Incidentally, I'm going to shock you
Medical advances since antibiotics have
had no impact on hife expectancy. They
are wonderful for riny groups, but stanis-
tically insignificant. The great changes
have been in the work force. When | was

born, 95 percent of all people worked in
manual jobs—most of them dangerous,

debilitating jobs. You've heard of Fran:
Kafka, haven't you?

Of course.

You think he was a great writer,
don't you? But Franz Kafka invented the
safery helmet. He was the great man in
factory inspection and workman's com-
pensation. Kafka was the workman's
compensation -factory safety man for
what's now the Czech Republic, which
was Bohemia and Moravia before World
War 1. Our next-door neighbor was the
top workman's compensation-factory
safery man for Austria. Kafka was his
wdol. When Kafka [ was dying | outside of
Vienna of throat tuberculosis, Dr.
Kuiper—our neighbor—pedaled on has
bike at 5 each morning for two hours 10
visit the dying Kafka, then took the train
to work. After Katka's death, nobody
was more surprised than Dr. Kuiper 10
discover he'd been a writer, Kafka got the
gold medal of, | think, the American
Satety Congress for 1912 because as a re-
sult of his safery helmet, the steel mills
in what is | now | the Czech Republic for
the first time killed fewer than 25 work
ers per 1,000 a year.

Did you know that Blue Cross and
Blue Shield of Massachusetts employs as
many people to administer coverage for
1.5 million New Englanders as are employed
in Canada to administer coverage for 27 mil
lton Canadicans?

Yes. And it isn't true. You are
companng. ..

Apples and oranges?



IMEAnsS, | u‘T:".l; s tremendous addimonal

pProductive power A1 Lremendous e

mana * W AgaIitonal l..{.li ATIONAlL €X

:'l IS 1'1‘- w L:.!. Tl.' K TOW . W T__.r CIeve exgCi
‘e Ts
|* ¥ l ] W
Dt ) predictabies that tocay s
. - ! r | ' | ¢
w LYRS | ;Jn'tl L A L 1 "!‘ i i L] 1.
il 1.1 | IENL INat 1Ne Drevalimeg e l’ i
1% | I!i L }n I:‘ " LT A ny 3 .il
|
% I i ] i i i q ' | i k [ N 1 i |
! ’ i 1] i | | 1 1 " | it i I
i [ VS 11Xl rat h li V' | I ' AVE [1 Jl cip 1ron fh 4| i | i ndan i CATLLMW
10 RNOW, 1N¢ LAt | | vsien st ll'|. NET i | 'l-'.1",| | \ i 1ation sl 1! { ' Mgl e doie | o refiring
owrsn 1 'l'i INY ki 10 whnat t ‘]l { dg .“n ‘ilt...\ wilsn 1 'F L I"“L“'-LTT': Il i g L rr' [n HelOM i' iy (i i JI J
| vl V'S 1O "II £ Yivu vt '-: | | T | | \ .‘.. W s I Vdsingk iin | WAiym wil ) ars i LT
i | L ! )
NEARIO AN T M ] AT n i L ITCNeEwal | (vl i [ad Wi lJ 1M ! doemow) Waly sler d | move dependabdle, Jl. ! el
A 1 ) " i
| LIE o in L aCniusett F ricu Fld l.:' LR mw il il Flil (l I A At L l-‘nll. \. rids s MMl ! I JJ
‘l | Irvineg 1o an F"‘.".1‘. ) & TF'..' ,,|T"‘; Ol muar o i re 1L PTRNTT DO Yor [ R mMdry i st ries ! | WOl i
| )
L] r.'T'l |.11 I il . I]'+| L«ATH ;‘.1';!' i 1' i1 I / |'I i AN Flu I| g | I" MmNl
ne Ui 'I::Lf an sysierm 1s N mMmat *.'_*-1 VOu Wearrmy nou i T} IN' JTOr The® Younygy n a | WAL ITYN ENts, Foon a '.:!";'jt‘Lu'
¢, 1t s Managed cost tworld dommaled oy the old” SUMPION: you Canmnid survive as a man-
1'.'. nal -.;- i f A D iirn \m F | t—l:-. In r;h- |'-|| -.-| MW COUNIrms Niactunng Company '!-|'|| Imusl li COMETIE A
¥ [ . ¥ " i r|. f "o, i !. i vx ap BN # % i | .i 3 ; i ! i
f W e excepton o &l e NuMm RNOowWiedge company based on dis ritu
Let me sayv that of we F i LstEnReEa 1o er O Young ]'“‘t"[I i .--.'-'u*‘f' gOINg [yon 1oUu canndt really aitterentialte
T Fisenhower. who wanted cata- down sh ;rﬁ[\r In the US.. 1t will I‘,-_-_ " ['-a.--,i-;- 1S 1N Manulacturing.
IIII Nealtn can TOr v rx} MIY Wl ITMIiINiIsL AR 1l S OF 10 s »Minece 1 E []1' ILATOAT L I11 ISLTS s INterest
1id have no hs 1|'}| ire PTo Fl"*l . wWe ve tacitly assumed that ]"'-"I‘--'].I.T'I\ | g, /A car s relative price agrainst thw prue
l" Lt ~If"l f nim t* WA, A8 yYOLU Tay not ST OYW INdG 1NRe ToundallonNn grows faster Of 30 years ago 1S 40 percent less, L.on
heard, was the LUAW. In the 19508 than the top. So this 1s unprecedented verselyv. manyv automobile custormers have
l l l. } L " | ) L ]
onily nent tneE union s .1ll.i 211 -".1 AVE N Wlea whnat 11t meeiaans '*'I'I-._i1|-r'.i, u}nl-‘ 5 1 Y Yehiuc ‘I.
| i l I 1 ¥ l
MTMSEC Was company-paid I At Car M AN INAQICATIONS -‘H’L"‘i-"-'- tNat oy, i 11-| "'-i tor intiaton and the .'l'[.i'l-i
[ [ 1 1 ¥ ; 1" 1 1
WAl tne 1S NNOowWer orincips 'k.l'q Fi im Thi i NINeESEeE COast] CIE e I+'I' m .{.Etl L |'I ISITIY EEAYIET i) KT W i'qi_.'l' LA Al
[ | 1 1
i rwv sy TTA.Th [ {r VY i 1 TR ‘f 1 1 i tru T1AT 1 rili ||' % *'| i ¢ O AN )" % i il ess 1 | "%
&
DErcCent of tnen J 1 i income 1o i ow'ed that +|' 1S T Wil OMm I Pl ¥ LT L2 1"'-..Jrll‘n‘l]‘- 1:, CRIh




mm.?m’”"nﬁ fuﬁ

"

Through case studies, objective |

research and visionary analysis,
Red Herring Special Reports and
Supplements take a thought-
provoking look at some of the most
dynamic market segments affected
by technological advances.

» Philanthropy Special Report

Issue: Apr. 3, 2001
Ad Close: Feb. 13, 20m

b

* Going Public Supplement
Issue: Jun. 12, 2001
Ad Close: Apr. 25, 2001

Ad Close: July 18

* Government Special Report
Issue: Oct. 2
Ad Close; Aug 14

« Artificial Intelligence
Special Report
Issue: Dec. 4
Ad Close; Oct 17

* Guide to Tech
Investing Supplement
Issue: Dec. 18
Ad Close: Oct, 29

Each issue will reach nearly
400,000 business leaders, with
extra distribution at select indus-
try events and conferences around
the globe.

Find out more today by contacting

Ed Meagher at (415) 486.2857 or
emeagher@redherring.com.
Or contact your Red Herring sales

representative,

[T JHERRING

prices, adjusted for inflation, are down
40 percent since the Kennedy years, and
the cost of the two main know ledge prod-
ucts, education and health care, is three
times inflation. In fact, the relative pur-
chasing power of manufactured goods is
maybe one-quarter of what it was 4o years
ago. Yet the automaobile industry—and it’s
the only one—has been compensated by
people buying these more expensive vehi-
cles. Still, though a large proportion of the
population buys these vehicles, they drive
[them ] so much longer. Those vehicles
are only short-term profit centers.

Long-term? Forty percent of the
automobile-buying public in America
once bought a new car every two years.
Now, in the parking lot for our college’s
advanced executive program, | don't
think there's a single car younger than
five years. So, an automobile company
can survive as a manufacturing company,
though there's no product differentia-
tion. Yes, one point of market share 15
worth god knows how much. However,
vou take it from someone else. As far as
the industry is concerned, nobody makes
more money.

Therefore, you must become a dis-
tribution company based on knowledge
about the database. This is the great shift,
It's comparable to what happened since

‘orld War | in agriculture. The output
in volume of products is rising very fast,
In terms of percentage of national prod-
uct, it's diminishing very fast. In terms of
employment, it's shrinking very fast.
Manufacturing does not add value any
more, Value i1s contributed in knowledge
and distributing.

Coming to America during the Great
Depression, when intellectuals had mostly
signed on with collective ideologies, you were
independent enough to realize that corpora-
tions could be ‘the place in which and through
which the social tasks would be organized.’
But today we see events—like the demon-
strations in Seattle—showing that the Marx-
ist critigue of Victorian-era capitalism still
overshadows how many people see corpora-
tions, What might change that?

Let me say that there are very seri-
ous reasons why those assorted demon-
strators are a motley crowd, have nothing
in common, and will not make much

impact. We are not going into globaliza-
tion. The decline in manufacturing will
force...Look, for every shrinkage of 1 per-
cent in agniculture and employment,
farm subsidies in all developed countries
have risen 2 percent since World War 11
Expect the same in manufacturing. We
aren’t going into a free market in goods
and services. Free market means free

market in information. In goods and
services—goods, especially—there will
be increasing protectionism. The fewer
jobs, the more protection. We've been
through that in farming. You will see it in
manufacturing.

That new Mexican president, Mr.
Fox, is right that the more rapidly we

‘The number of jobs
being exported is
minimal. It’s the jobs at
home that are being
changed totally.’

integrate Mexico into the North Amer-
ican economy, the better. You can’t pos-
sibly expect development on yester
day's basis of export-led development
While the Mexican birthrate s drop-
ping faster than anywhere else in the
world—from four or five children for
each woman of reproductive age, it's
down to below two, and it"ll probably be
below one in ten years—an enormous
number of people are reaching age 20
from the high-birthrate years of
20 years ago, when infant mortality
dropped sharply. The only choice is,
will these people be low-paid workers in
Southern California or even lower-paid
ones in Mexico? | don't think we have a
choice.

Mr, Fox is absolutely right, because
he sees the North American region as a
protected, highly subsidized area, like
the European Economic Community is
in agriculture and is becoming in manu-
facturing. Incidentally, the ones most
threatened by this development are the
Japanese, because there is no East Asian
economic area—and if one emerges,
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he thinks means the exporting of jobs easy and effeCthB by

Hell, no! The number of jobs being ex

calling (408) 278-2200,
or e-mail info@cfsv.org.
You can visit our
website at

ported 15 mirnimal, It's so small 1t ain’t
tunny! [t's the jobs at home that are be
g fhangrd tot .llljr.
We will see more of these protests.
lhey are hitting out against yesterday's
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